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In a report on social conditions in Latin America, published in December 1995, the UN's Economic
Commission for Latin America and the Caribbean (ECLAC) concludes that any increase in social
stability that comes about as a result of increased economic growth in the region may well depend
upon the reduction of poverty and indigence. While there is some evidence that the free-market
economic model in use throughout the region can increase income levels in all economic strata,
poverty and indigence have proven remarkably intractable in the lower income groups, particularly
in households headed by women. International agencies have singled out poverty as a major threat
to social stability but have not reached consensus on strategies to resolve the problem.
ECLAC reported that in the period from 1990-1994, significant poverty alleviation occurred in
Argentina, Bolivia, Chile, Colombia, Costa Rica, Mexico, Panama, Peru, and Uruguay but that
"worrisome trends" began to appear in 1994 (see NotiSur, 01/04/96). In Chile, between 1987 and
1994, the percentage of households in poverty declined from 39.4% to 24.1%. However, the rate
of decline slowed during the last two years of the period. This was attributable to slower growth,
increased unemployment, and other factors.
Furthermore, despite macroeconomic gains, indigence in Chile has resisted change. In the period
from 1987-1992, the number of households living in indigence was cut by about seven percentage
points, or an annual average of 1.4 percentage points. Between 1992 and 1993, however, the cut in
indigence only amounted to six tenths of a percentage point, or nearly one third the rate registered
in the previous five- year period. Moreover, in Chile as elsewhere in the region those in the lowest
income decile appear to be neither positively nor negatively affected by economic reforms because
they are either dependent on pension payments or other transfers, or they are outside the economy
altogether. In general, those in this income category in Chile neither benefitted nor lost any major
ground from economic reforms.
In Argentina, unemployment increased in 1995 as attention was focused on economic growth and
control of inflation. In Costa Rica, economic reforms improved growth, but poverty reduction "was
not commensurate with growth rates," said the report. In some countries where relatively high
growth has been sustained for a long period of time, such as Chile and Colombia, the combination
of growth, reduced inflation, and poverty reduction is expected to continue in the near term. Still,
for much of the region, higher growth rates do not necessarily favor a corresponding increase in new
jobs. This situation, says ECLAC, is accompanied by unequal distribution of the costs of economic
adjustment programs and by a "rigidity of income distribution during expansionary times."
The ECLAC report finds that unemployment is a major factor in the incidence of poverty, as it tends
to be higher in the lower income groups than in the upper income groups, and shows different
characteristics. In the 20% of highest income households, unemployment fluctuates between 1% and
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3% and does not vary with changes in the overall rates of unemployment. Here, unemployment is
generally considered to be frictional, while in the lower percentiles of income groups, it appears to
be structural. As the region turned to economic restructuring after the crisis of the 1980s, the failure
of GDP growth to provide the number of jobs necessary was attributed to temporary imbalances
consistent with economic reforms. Now however, the phenomenon has become "permanent, even
in cases where the [reform] process is at an advanced stage and growth rates are high," says the
ECLAC report.
During 1994 and 1995, increased unemployment accompanied high GDP growth rates in the region.
In 1994, Chile had a growth rate of 4.5% but experienced a jump in unemployment from 4.1% to
6.3%. The following year, the unemployment rate remained steady despite an 8% growth in GDP.
Likewise, the annual report for 1995 by the International Labor Organization (ILO) notes that many
countries in the region were unable to provide enough new jobs to keep up with population growth.
The report also notes that the greatest increase in jobs was in the informal sector of the economy,
where income tends to be lower and more precarious. Fifty- seven percent of all jobs in Latin
America are estimated to be in the informal sector, and 84% of the new jobs created last year were
found in the informal sector.
Furthermore, new jobs were less likely to be created in the small- to large-size businesses than
in the micro enterprises, which showed a 5.5% increase in employment in the period 1990-1994,
said the report. The medium- and large-size businesses, where new investment is concentrated,
expanded their labor forces by only 1.7% in 1995 over the 1994 level. The report cites figures
indicating that real wages have failed to improve even as the average inflation levels came down
in the region. With the exception of Brazil, Chile, and Colombia, where real wages rose between
1.6% and 2.7%, Latin America as a whole registered declines between 1994 and 1995. In Bolivia and
Uruguay, real wages dropped by 4.5%, and in Mexico by 13.3%.
Under the austerity measures that are a key element in the restructuring programs, the social costs
of such measures have not been distributed evenly throughout all income levels. "Recent trends
in the Latin American economies make it clear that the number and type of jobs being created by
current economic development processes limit the dissemination of the benefits of growth within
society," says the ECLAC report. Where there has been sustained growth as in Argentina, Brazil,
Chile, Coast Rica, and Panama the income share of the richest 10% of urban households increased
during the 1987-1992 period.
But at the same time, the percentage share of the poorest 40% declined in all five countries except
Chile, where it rose by just one percentage point. Fernando Zumbado, director for Latin America
and the Caribbean with the UN Development Program (UNDP), blames much of the problem on
low domestic savings caused in part by consumerism. Unlike Asian countries where savings rates
are high, the Latin American middle- and upper-income households spend their excess disposable
income on consumer items and travel, which reduces capital accumulation needed to drive growth
and to fund government investment in social programs. Furthermore, uneven distribution of wealth
has created large interest groups defending their privileges and pressuring the government to
look elsewhere for funds to support social programs. This has led to the wide use of regressive
consumption taxes instead of graduated personal income taxes to provide government revenue.
Sales and value- added taxes, such as the 22% levied in Argentina and Uruguay, essentially force
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the lower income groups to pay disproportionally high taxes for the programs ostensibly aimed at
helping these same groups overcome their economic disadvantages.
Governments are responding more to political pressure from the wealthier classes demanding
preservation of policies that favor their incomes than from the poorer classes demanding
redistribution of wealth, Zumbado said. This year has been designated the International Year for
the Eradication of Poverty, but the likelihood is that international donors will not increase or even
maintain aid programs at current levels. Most of the aid funds to developing nations come from
international agencies such as the World Bank's International Development Association, which
provides low-interest loans for health, education, and nutrition programs. Its funds however, are in
danger of being drastically reduced if the US Congress approves bills now pending to cut the US
contribution of US$1.3 billion by as much as two-thirds.
Likewise, the US has announced its departure from the UN's Organization for Industrial
Development (Organizacion de Naciones Unidas para el Desarrollo Industrial, ONUDI) at the
end of 1996. Consequently, the organization will reduce its 1996-1997 budget by 25%, from US$209
million to US$157 million. Indeed, public financial aid to the developing world has come almost to a
standstill, according to the Organization for Cooperation and Economic Development (Organizacion
de Cooperacion y Desarrollo Economico, OCDE). In 1994, public aid reached its lowest level since
1973. The UN recommends that industrial nations devote 0.7% of their GDP for foreign aid, but in
recent years it has averaged only about 0.3%.
Except for smaller nations like Norway, Denmark, Sweden, and Holland, whose aid increased in
1994, most countries have lowered their aid levels. In 1994, the US gave only 0.15%, the smallest
percentage of all OCDE members states. However, some indirect assistance may filter down to
social programs. After years of focusing on macroeconomic indicators of fiscal and monetary health
and tying its loans to developing countries on their compliance with the neoliberal model, the World
Bank has decided to spend some of its US$1.3 billion surplus to reduce the debts of some of the
poorest countries. This would be an important step toward freeing national budgets to concentrate
more spending on poverty eradication and other social programs.
Despite the dismal statistics on poverty, some international agencies are optimistic about the
economies of the region. But the optimism is generally based on macroeconomic, not social
indicators. "For the first time in 20 years, inflation in Latin America could be less than 10%," said
Sebastian Edwards, chief economist of the World Bank. Much of the economic stability and growth
in the region is predicated upon the nations of the region carrying out the fundamental fiscal,
monetary, and market reforms that are encouraged by the World Bank as a means of attracting
foreign capital. "If the reforms are carried out in a solid way and if they are consolidated, there is a
great potential in the Latin American stock markets," Edwards said. "If the reforms are concretized,
the region can double its growth rates by the end of the decade."
ECLAC predicted in January that 1996 could be the best year in a decade for the economies of
the Latin American and Caribbean region. The basis of such optimism was the overall reduction
in inflation, investor interest, and stable prices for export products. ECLAC also predicted that
economic growth in Brazil will be 4.5%, nine-tenths of a percentage point higher than in 1995, and
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that growth for the region as a whole will be 4.5% on average, a full point more than last year. Both
Argentina and Chile are expected to reach growth levels of 6%. The major exception to this pattern
is Venezuela, where a 3% contraction in GDP and a 69% inflation rate last year dimmed prospects of
a rapid turnaround this year.
Inflation in 1996, says the ECLAC report, should average 9.5% for the region if Brazil is left out of
the calculations. During a seminar in Managua, ECLAC official Rudolf Buitelaar outlined a new
set of recommendations contained in a forthcoming ECLAC study, which is aimed at changing
the characteristics of development strategies without abandoning the free-market model. Foreign
capital should be channeled into productive investments to increase job creation, said Buitelaar.
Furthermore, laws must be passed to establish government mechanisms regulating competition
in the marketplace, and forcing higher rates of domestic savings. In the future, ECLAC expects
the region to depend less on foreign sources of capital and aid funds, devoting 25% of its GDP
to investment as opposed to the 12% now being invested by most Latin American countries. To
accomplish these adjustments, the state would have to increase its regulatory powers in many of
the region's economies, which could set off a new round of political struggles over the issue of the
proper role of the state in a free-market economy.
UNDP's Zumbado offered an appraisal of the balance between public and private-sector roles.
"The market does not distribute wealth, nor eliminate poverty, and it does not harmonize with the
environment," he said. On the other hand, the state has not successfully dealt with these problems
either. "The state must be criticized as much for its incursions into areas where the market can
operate with greater efficiency as for what it fails to do when the market reaches its limitations,
as happens with the redistribution of wealth, the alleviation of poverty, and the protection of the
environment," said Zumbado. "The faith people have in the democratic system depends on their
perception that benefits of development are generalized and that opportunities for individual
and family progress are made equally available." (Sources: UN's ECLAC, "Social Panorama
of Latin America," 1995; Agence France-Presse, 01/15/96, 01/24/96, 02/12/96; New York Times,
10/18/95, 03/16/96; Inter Press Service, 10/05/95, 11/01/95, 03/02/96, 03/07/96, 3/25/96; Agencia
Centroamericana de Noticias Spanish News Service, Reuter, 04/15/96)
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